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One of the objectives of the new case-mix system is to mirror the resident 

assessmentprocessusedbyMedicareandthereforenotrequirethe 

facilities to use two case-mixassessmenttoolstodetermineresident 

acuity. The second objective for using the MDS 2.0 and RUGS Ill is to 

improve reimbursement for facilities providing services for residents with 

higher care needsin order to improve access
to care for those recipients. 

1. There will be two majorcategoriesforthestandardprice: 

a.Case-mixadjustableportionincludeswagesforpersonnel 
thatprovide or areassociatedwithdirectcareandnon­
personneloperationcosts(supplies, etc.). Thecase-mix 
adjustableportionwillbeseparatedintourbanandrural 
designationsonbased StatisticalMetropolitan Area 
definitions; and 

Non adjustable standardb.case-mix portion of the price 
includes an allowance to offset provider assessment, food, 
non-capitalfacilityrelatedcost,professionalsupportsand 
consultation,andadministration.Thesecostsarereflected 
on a perdiembasisandwillbebasedonMetropolitan 
Statistical Area definitions. 

Effective July 1,2004, rates are increased$7.60 per day. 

2. 	 EachJuly 1 theratewillbeincreasedbyaninflationallowance 
using the appropriate Data Resource Incorporated (DRI) Index for 
inflation.The DRI will not be appliedto the capital cost component. 
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3. 	 Capital Cost Add-on: 
Each nursing facility will be appraised by November 30, 1999. The 
appraisalcontractorwillusetheE. H. BoeckhCo.Evaluation 
System for facility depreciated replacement cost. The capital cost 
component add-onwill consist of the following limits: 
a. Forty thousanddollarsperlicensedbed; 
b.Twothousanddollarsperbedforequipment; 
c. Tenpercentofdepreciatedreplacementcost forlandvalue; 
d. 	 A rate of return will be applied, equalto the 20 year Treasury 

bond plus a 2% risk factor, subject to a 9% floor and 12% 
ceiling; and 

e. 	 In ordertodetermine thefacility-specificperdiemcapital 
reimbursement,thedepartmentshalluse thegreaterof 
actual bed days or bed days at 90%. 

5. Renovationstonursingfacilitiesinnon-appraisalyears: 
a.Forfacilitiesthathave 60 orfewerbeds,re-appraisals shall 

be conductedif the total renovation cost is$75,000 or more. 
b.Forfacilitiesthathavemorethan 60 beds,re-appraisalshall 

be conducted if the total renovation cost is$ 150,000. 

6.  Facilities PeriodProtection 
a.RateProtection - UntilJuly1, 2002,noNF shallreceivea 

rate under the new methodology that is less than their rate 
thatwassetinJuly 1, 1999,unless afacility’s“resident 
acuity”changes.However,NFsmayreceiveincreases in 
rates as a result of the new methodology as the Medicaid 
budget allows. 

b. 	 CaseMix - UntilJuly1, 2000,nofacilitywillreceivean 
averagecase-mixweightlowerthan the case-mixweight 
used for the January 1, 1999 rate setting. After July 1, 2000 
the facility shall receive the case-mix weight as calculated by 
RUGSIllfrom data extracted from MDS2.0 information. 

Effective ownedc. 	 January 1, 2003, county hospital-based 
nursing facilities shall not receive a rate thatis less than the 
rate thatwas in effect on June30,2002. 

7. 	Case-mix Rate Adjustments. Rates will be recomputed quarterly based 
on revisions in the case mix assessment classification that affects the 
Nursing Services components. 

8. 	Case-mix rate adjustment will be recomputed should a provider or the 
department find an error. 
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The methods and standards for thedetermination of reimbursementrates 
to price-based nursing facilities is described in the Nursing facility 
Reimbursement m a n u a l  which is ATTACHMENT 4.19-D, ExhibitB. 

payment Rates Resultinnfrom Methods and Standards 

1. 	 Kentucky has determined that the payment rates resulting from 
these methods and standardsare at l e a s t  equal to the level which 
the stab reasonably expects to be adequate to reimburse the 
actualallowable costs of a facility that is economically and 
efficiently operated. 

2. 	 The standard price is marketbased using historicaldata,salary 
s u m  and staffing ratios. The standard price accounts for the 
higher wage ratesfor the urban areaand theslightly lower ratesfor 
wages in theruralarea. 

3. 	 The rates take into account economic trends and conditions since 
costs are trended to the beginning ofthe rate year (July 1) and then 
indexed for inflation for the rate year using Data Resources 
Incorporatedidation index. 

4. 	 The rate also takes into account a facility specific capital cost 
componentbased on an appraisal ofeach facility. 

5. 	 The standard price consists of two components: the case-mix 
adjustableportion and thenon-case-mixadjustable portion. 

(1) 	 The case-mix adjustableportion consists of wages for 
direct care personnel, cost associated with direct care, and 
non-personnel operation cost (supplies, etc.). 
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2. Non-personnel operating 6%; 

3. Administration 13%; 

4. food 

5. Professionalsupports & consultation 2%: 

6. non-capitalfacility relatedcost 3%:and 

7. capitalrate 


E. 	 The standard price shall be adjusted for inflation every July 1 using 

the Data Resource Incorporated (DRI) Healthcare Index. 


F. 	 A portion ofthe standard price fw both urban and rural facilities will 

be adjusted each calendar quarter for case-mix The case-mix 

adjusted portion shallindudethe following: 


1. The personnel costof a: 


2. The non-personnel operating cost including: 


G. 	 The non-case-mix portion of the standard price shall not be 

adjusted for case mix and includes: 


1. Administration; 

2. Non-directcare personnel; 

3. Food; 

4. Non-capital
related costs; 
5. professional support; 

6. consultation 

7. Capitalcost component; and 

8. An allowanceto offseta providerassessment. 


llNo. 04-05 

supersedes Approval Date: APR 9 2005 Effective Date: 07/15104

TN No. 00.04 




State: Kentucky 	 Attachment 4.19-D 
exhibit B 
Page 10 

H. The capitalcostcomponent shallbe an add-on to the. non case-mix 
adjusted portion of the rate. 

1. 	 Ancillaries are amices for which a separate charge is submitted and 
indude: 

1. SpeechTherapy; 
2. OccupationalTherapy; 
3. PhysicalTherapy:
4. Oxygen Services; 
5. laboratory and 
6. X-ray. 

J. Ancillary therapy services are reimbursed pursuantto 907 KAR 1:023. 

K. Oxygen limitations.concentrator Effective October 1, 1991, the 
allowablecost of oxygenconcentrator rentals shall be limited as 
follows: 

1. 	 A facilitymayassign a separateconcentrator to anyresident 
who has needed oxygen during the prior or current month 
and for whom there is a doctor's standing order Cor oxygen. 
For thecharge by an outside supplier to be considered as an 
allowable wet, the charge shall be based uponactual 

chargean supplier isusage. A minimum byoutside 

allowable if this charge does not exceedtwenty-five (25) 

percent of the MedicarePart 8 maximum. The minimum 

charge is allowable if the concentrator is used less than an 

averageof two (2) hours per day during the entire
month (for 
example, less than60hours during a thirty (30)day month). 
The maximum allowable charge by the outside supplier shall 
not exceedone hundred (100) percent ofthe Medicare Part 
B maximum.Forthemaximumcharge tu a facility to be 
consideredas the allowable cost,theconcentratorshall 
have been used on averagefor a period ofat least eight (8) 
hours per day for the entire month (far example, 240 hours 
during a thirty (30)day month). In those caseswhere the 
usage exceeds that necessary for the minimum charge and 
is leas than the usage requiredCor themaximum charge,the 
reimbursement shall be computed by dividing the hours of 
usageby 
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that a cost increase occurred as a result of licensure 
requirement or policy interpretation. 

3. 	 The provider shall submit any documentation requiredby the 
department 

SECTION 140. PRICE- BASED NF REIMBURSEMENTCALCULATION 

A. 	 For each calendarquarter, based on the classification of urban and 
rural,the department shall calculatean individual NF's price-based 
ratetobethesumof: 

1. 	 The case-mix adjustableportion of a NFStandard Price, 
adjusted by the individualNF's current averagecase-mix 
index. Exceptthat until June30,2000theaverage case-mix 
index shall be the greater of the current average case-rnix 
index or the casemix average calculated as a ratio of the 
facility case-rnix index to the stabwide average case-mix 
index that would have been used for January 1,2000 rate 
setting. After July 1,2000the individual NFs actual average 
case-mix shall be used inthe rate calculation; and 

2. The non-case-mixadjustableportion of the assigned total 
Standard Priceand thecapital cost component 

6. 	 A capital costcomponent shall be calculated on an individual facility 
basis based on thefacilityappraisalcompleted in November 1989. 
The Department shallcontract with a certified appraisal companyto 
performtheappraisal usingtheE.H. BoeckhValuation System. The 
appraisal is based on the depredated replacement value of the 
individual facility. The same Appraisal Company shall perform any 
re-appraisal thatmay be requested bya facility within thatfive-year 
period. 

C. A facility mayrequest a re-appraisalwithin five years should 
renovationsor additions have a minimumtotal costof $150,000 for 
facilities with more than sixty (60) licensed beds. For facilities 
having sixty (60) or less licensed beds, the tutal renovation or 
addition mustbe a 
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D. 	 A capital cost component shallbe calculatedon an individual facility 
basis. A capital cost component based on the results of the 
appraisalshallbethetotaltheaveragelicensedbedvalueand 
ten (10) percent ofthe licensed bed value k r  land on which the NF 
is built. To this sum, add two thousand dollars per licensed bed for 
equipment To debermine the rate of return for capital cost, multiply
the sum of the preceding paragraph by the yield on a twenty (20) 
year Treasury bond plus a risk factor of two (2) percent. The rate of 
return shallbe no less than nine(9) percent orgreater than twelve 
(12) percent per state fiscal year. The final calculation to determine 
the individual NF's capital cost component shall be the product of 
therateofreturncalculationdividedbythetotalnumberofNFbed 
days ascalculated in paragraphF ofthis section. 

E. 	 To determine the average licensed bed value, the depreciated 
replacement cost of the NF shall be divided by the total number of 
l i c e n s e d  beds intheNF with the following limitations: 
1. The average bed value shall not exceed $ 4 O , O O O ;  and 
2. 	 Shall exdude: 

(a) andEquipment; 
(b) Land. 

F. NF beddays used in the c a p i t a l  cost rate calculation shall be based 
on actual bed occupancy, except that the occupancy rate shall not 
be less than ninety(SO) percent ofcertified bed days. 

G. 	 The department shall utilizea rate of return forcapital costs that 
shall be equalto theyield on a twenty (20) year Treasury bond as 
of the first businessday on or alterMay 31 ofeach year. Should a 
change ofownership occur pursuantto42 CFR 447.253(2)(d), the 
new owner shall continue tu receivethe cap i ta l  
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E. 	 Durable medical equipment (DME) and suppliesshall be furnished 
bytheNFandnottobebilledtothedepartmentunderseparateDME 
claim pursuantto 907 KAR 1:479. 

SECTION 170. REIMBURSEMENT FOR REQUIRED SERVICES UNDER THE 
PRE-ADMISSION SCREENINGRESIDENT REVIEW (PASRR). 

A. 	 Prior to admission ofanindividual, a price-based NF shall condud 
a levelI PASRR in accordance with 907 KAR 1755, Section 4. 

8. 	 The department shallreimburse a NF for services delivered to an 
individual if the NF camplies with the requirements of 907 KAR 
1:755. 

C. 	 Failure to comply with 907 KAR 11755may b,e grounds for 
termination ofthe NF's participationin the MedicaidProgram. 

SECTION 180. NF PROTECTION PERIODAND BUDGET CONSTRAINTS 

A. 	For the period of January 1,2000 through June 30,2002, a NF shall 
notreceivearatethatislessthentheratethatwasset 
pursuant to907 KAR 1:025E on July 1,1999, including any capital cost 
and extenuating arcurnstancesadd-ons. 

B. 	The department shall monitor payments on a monthly basis to ensure 
that aggregate payments made to NF's do not exceed the appropriated 
funds in fiscal years 2000 through 2002. 

C. In order to monitor the payments, the department shall on a monthly 
basis notify the industry representatives in writing the total payment 
amountfor the preceding month. 

D. The departmentshallalso place on the MedicaidInternet site the 
amount of payment in aggregate to the NF's for the preceding month 
and thecumulative amount paidfor the current state fiscal year. 


